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President  and  Members: 

The  Office  of  the  Controller  presents  its  report  concerning  the  audit  of  Allright  Cal.,  Inc. 
(now  Central  Parking  System).  The  Port  of  San  Francisco  (Port),  acting  under  the  authority 
of  the  Port  Commission,  has  a two-year  lease  with  Allright  Cal.,  Inc.  (Allright)  to  operate 
surface  public  parking  lots  on  Port  property  along  The  Embarcadero.  The  lease  ended  on 
May  31,  2001,  and  Allright  continues  to  operate  the  lots  on  a month-to-month  basis. 

Reporting  Period:  January  1,  2000,  through  December  31,  2002. 

Rent  Paid:  $4,154,612 


• Allright  overpaid  its  rent  to  the  Port  for  the  primary  lot  by  $19,854.  For  the  expansion 
parking  lot  we  tested.  Allright  made  numerous  errors  in  reporting  its  gross  receipts  and 
underpaid  its  rent  to  the  Port  by  $5,253  for  the  three  months  we  tested  for  that  lot. 

• The  Port  improperly  issued  $129,450  in  rent  credits  to  Allright  as  compensation  for 
making  improvements  and  alterations  to  the  leased  properties,  for  three  Port  parking 
spaces,  and  for  one-half  of  Allright’s  payroll  expenses  at  one  lot.  Port  staff  issued  these 
credits  without  obtaining  appropriate  approvals  from  the  Port  Commission  or  by 
amending  the  lease. 

• Allright  also  did  not  fully  comply  with  a number  of  lease  and  San  Francisco  Police 
Code  requirements. 

The  Port’s  response  is  attached  to  this  report.  The  Controller's  Financial  Audits  Division 
will  be  working  with  the  Port  to  monitor  the  status  of  the  recommendations  made  in  the 
report. 

Respectfully  submitted, 


Results: 


Noriaki  Hirasuna 
Director 
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INTRODUCTION 


BACKGROUND 

Allright  Cal.,  Inc.  (now  Central  Parking  System1)  entered  a 
two-year  lease  in  1999  with  the  Port  of  San  Francisco 
(Port),  acting  under  the  authority  of  the  San  Francisco  Port 
Commission,  to  operate  a surface  public  parking  lot  on  Port 
property  on  The  Embarcadero  in  San  Francisco.  The  lease  term 
commenced  on  June  1,  1999  and  ended  on  May  31,  2001.  The 
primary  parking  lot  is  located  at  Seawall  Lots  321,  323,  and  324  on 
The  Embarcadero  between  Broadway  and  Union  Streets.  The  lease 
also  gave  the  Port  the  option  to  expand  the  premises  to  include 
sites  north  of  the  Ferry  Building  (expansion  parking  lots).  The  Port 
subsequently  exercised  this  option,  and  requested  Allright  to 
operate  expansion  parking  lots  at  Piers  Vi,  3,  and  27/29.  Allright 
operated  Piers  Vi  and  3 for  varying  portions  of  the  audit  period. 
Allright  continues  to  operate  the  primary  parking  lot  and  an  two 
expansion  parking  lots  on  a month-to-month  basis. 

The  lease  requires  Allright  to  pay  a specified  monthly  base  rent  to 
the  Port  for  the  primary  parking  lot  and  to  pay  a percentage  rent 
equal  to  66  percent  of  Allright’s  monthly  gross  receipts,  net  of 
parking  tax,  for  the  expansion  parking  lots.  During  the  audit 
period,  the  primary  lot’s  monthly  base  rents  ranged  from  $67,198 
to  $75,316. 


SCOPE  AND  METHODOLOGY 

The  purpose  of  this  audit  was  to  determine  if  Allright  complied 
with  the  reporting  and  rental  payment  provisions  of  its  lease  with 
the  Port  for  the  period  from  January  1,  2000,  through  December 
31,2002. 

To  conduct  the  audit,  we  reviewed  the  applicable  terms  of  the  lease 
and  verified  the  amount  of  rent  paid  to  the  Port  by  Allright  for  all 
lots.  Since  Allright  was  required  to  a pay  a percentage  rent  based 
on  its  monthly  gross  receipts  for  the  expansion  parking  lots,  we 
tested  the  adequacy  of  Allright’s  procedures  for  collecting, 


1 According  to  the  Port  supervising  fiscal  officer,  the  Port  Real  Estate  Division 
was  advised  in  2003  that  Central  Parking  System,  the  local  operating  subsidiary 
of  Central  Parking  Corporation,  was  the  successor  in  interest  to  the  lease. 
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recording,  summarizing,  and  reporting  its  gross  receipts  to  the  Port 
for  the  expansion  parking  lots.  To  determine  whether  Allright 
accurately  reported  its  gross  receipts  to  the  Port  for  the  expansion 
parking  lots,  we  selected  one  of  the  three  expansion  parking  lots 
operated  and,  for  that  one  expansion  lot,  we  tested  on  a sample 
basis  Allright’s  monthly  sales  records,  weekly  sales  reports,  daily 
summary  reports,  daily  parking  ticket  stubs,  bank  deposit  records, 
and  quarterly  parking  tax  statements  submitted  to  the  City  and 
County  of  San  Francisco’s  Tax  Collector.  We  selected  only  one 
sample  lot  because  all  three  lots  were  operated  with  similar 
controls,  so  that  the  sample  would  be  representative.  We  chose  the 
Pier  27/29  parking  lot  as  our  sample  lot  because  this  lot  had  the 
highest  gross  receipts.  We  also  interviewed  Allright  and  Port 
personnel  regarding  controls  over  gross  receipts  and  other  areas, 
and  performed  other  tests  we  considered  necessary. 
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AUDIT  RESULTS 


ALLRIGHT  MADE  NUMEROUS 
ERRORS  IN  REPORTING  GROSS 
RECEIPTS  AND  PAYING  ITS  RENT 

From  January  1,  2000,  through  December  31,  2002,  Allright 
paid  $2,549,552  in  rent  to  the  Port  for  the  primary  parking 
lot  at  Seawall  Lots  321,  323,  and  324.  For  the  same  period, 
Allright  reported  $2,534,692  in  gross  receipts  and  paid  $1,605,060 
in  percentage  rent  to  the  Port  for  operating  three  expansion  parking 
lots  at  Piers  Yz,  3,  and  27/29.  However,  as  a result  of  incorrectly 
applying  its  lease  terms.  Allright  overpaid  its  rent  to  the  Port  for 
the  primary  lot  by  $19,854.  For  the  expansion  parking  lot  we 
tested.  Allright  made  numerous  errors  in  reporting  its  gross 
receipts  and  underpaid  its  rent  to  the  Port  by  $5,253  for  the  three 
months  we  tested  for  that  lot.  Because  of  all  the  errors  we 
identified,  we  cannot  give  any  assurance  that  Allright  reported 
correctly  its  gross  receipts  for  the  other  months  we  did  not  test  or 
for  the  remaining  two  expansion  lots  we  did  not  test.  Although  we 
do  not  have  a statistical  basis  to  estimate  the  amount  underpaid  by 
Allright,  we  can  extrapolate  our  findings  to  project  that  Allright 
could  potentially  have  underpaid  the  Port  by  approximately 
$83,000  during  the  audit  period. 


Allright  Overpaid  Rent  for  the  Primary 
Parking  Lot  Because  It  Did  Not 
Pay  According  to  the  Lease  Terms 

For  the  first  31  months  of  the  audit  period,  Allright  reported  its 
gross  receipts  to  the  Port  and  incorrectly  paid  to  the  Port  the 
greater  of  the  specified  base  rent  or  a percentage  rent  based  on  66 
percent  of  gross  receipts  for  the  primary  parking  lot.  However,  the 
lease  terms  required  Allright  to  pay  a base  rent  only  for  the 
primary  parking  lot,  with  no  percentage  rent  required  as  additional 
payments.  The  percentage  rent  was  only  due  for  the  expansion 
parking  lots. 

According  to  a Port  accounting  staff  person,  prior  to  July  2002, 
both  the  Port  and  Allright  mistakenly  understood  that  the  rent 
owed  for  the  primary  parking  lot  was  the  greater  of  the  percentage 
rent  of  66  percent  of  gross  receipts  or  the  base  rent.  According  to 
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the  staff  person,  the  error  was  discovered  when  Port  Planning 
Department  staff  reviewed  real  estate  leases. 

During  the  3 1 months  that  Allright  made  this  error  in  paying  its 
rent,  there  were  four  months  when  the  base  rent  was  exceeded  by 
the  percentage  rent.  As  a result  of  Allright’s  error,  Allright  paid  the 
higher  percentage  rent  for  these  four  months  and  overpaid  its  rent 
to  the  Port  by  a total  of  $19,854.  According  to  a Port  staff  person. 
Allright  has  not  requested,  nor  has  the  Port  credited,  a refund  for 
the  overpaid  amount.  The  staff  person  could  not  provide  a reason 
why  the  refund  was  not  given. 


Allright  Made  Errors  in  Reporting 
Gross  Receipts  and  Underpaid  Its  Rent 
For  the  Pier  27/29  Expansion  Parking  Lot 

For  the  three  expansion  parking  lots  Allright  operated,  we  selected 
and  tested  Allright’s  reporting  of  receipts  for  the  Pier  27/29 
expansion  parking  lot.  In  each  of  the  three  sample  months  we 
tested.  Allright  failed  to  report  all  gross  receipts  to  the  Port,  and 
therefore  underpaid  its  rent.  Table  1 shows  details  of  the 
underreported  gross  receipts  of  $7,959,  which  resulted  in  Allright 
underpaying  its  rent  by  a total  of  $5,253. 


TABLE  1 


Allright  Cal.,  Inc. 

Underreported  Gross  Receipts  for  Pier  27/29 
For  the  Three  Sample  Months  Tested 

Type  of  Error 

August  2001 

June  2002 

December  2002 

Total 

Receipts  Not  Reported 

$1,892 

$0 

$916 

$2,808 

Receipts  Underreported 

0 

1,087 

4,064 

5,151 

Total 

$1,892 

$1,087 

$4,980 

$7,959 

We  tested  the  reported  gross  receipts  for  August  2001,  June  2002, 
and  December  2002.  According  to  Allright  staff,  in  August  2001, 
attendants  collected  all  parking  fees  in  the  parking  lots.  Allright 
staff  informed  us  that,  starting  after  November  2001,  Allright  used 
revenue  control  equipment,  consisting  of  automatic  ticket 
machines,  in  all  their  parking  lots.  Patrons  paid  transient  parking 
fees  directly  into  the  ticket  machines.  Allright  staff  also  said  that 
after  introducing  the  revenue  control  equipment,  attendants  were 
present  at  the  lots  at  least  5 days  each  month  to  issue  and  collect 
payments  for  monthly  parking  permits. 
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Allright  did  not  report  gross  receipts  of  $1,892  for  two  days  in 
August  2001  and  $916  for  one  day  in  December  2002.  Allright’s 
daily  summary  reports  showed  that  Allright  had  collected  receipts 
for  these  days,  but  the  receipts  were  not  recorded  in  Allright’s 
accounting  system.  Allright  reports  its  gross  receipts  to  the  Port 
based  on  the  amounts  recorded  in  the  accounting  system.  Allright’s 
accounting  manager  could  not  provide  an  explanation  for  the 
discrepancies. 

In  addition,  Allright  underreported  its  gross  receipts  to  the  Port  by 
$1,087  for  June  2002  and  $4,064  for  December  2002,  because 
Allright  excluded  various  uncollected  charges,  resulting  from,  for 
example,  returned  checks  and  uncollected  credit  card  charges2.  The 
December  2002  underreporting  of  gross  receipts  was  due  to  the 
exclusion  by  Allright  of  uncollected  credit  card  charges  from 
reported  gross  receipts.  According  to  Allright  representatives, 
$3,908  of  the  underreporting  was  not  included  in  reported  gross 
receipts  because  of  a malfunction  in  Allright’s  revenue  control 
system,  which  caused  all  of  the  transaction  level  credit  card 
payment  information  to  be  lost.  Allright  had  no  back  up  for  the  lost 
data,  which  resulted  in  the  loss  of  all  credit  card  transaction 
information  for  the  period  from  December  17,  2002,  through 
December  27,  2002.  We  were  able  to  determine  that  credit  card 
charges  had  been  made  because  the  total  amount  of  credit  card 
charges  were  recorded  on  the  daily  summary  revenue  reports 
generated  by  the  ticket  machines.  The  June  2002  underreporting  of 
gross  receipts  was  also  due  to  a combination  of  errors  by  Allright 
including  the  exclusion  of  amounts  for  returned  checks,  a negative 
adjustment  to  the  June  2002  revenues  for  some  May  2002  declined 
credit  card  amounts,  and  the  exclusion  of  uncollected  payments  for 
some  monthly  parking  permits  issued.  Since  the  lease  specifies  that 
gross  receipts  includes  sales  and  charges  for  cash  and  credit, 
regardless  of  whether  credit  charges  are  collected,  these  gross 
receipts  were  incorrectly  excluded  by  Allright. 


2 The  revenue  control  equipment,  which  was  used  by  Allright  only  during  two  of 
the  three  sample  months  we  tested,  June  and  December  2002,  does  not 
immediately  process  credit  card  payments.  When  a credit  card  payment  is  made, 
the  approval  for  the  payment  by  the  credit  card  company  is  not  processed  until 
Allright  downloads  the  information  from  the  ticket  machines  and  transmits  the 
information  to  the  credit  card  company.  Uncollected  credit  card  charges 
occurred  either  when  credit  card  payments  that  had  been  made  into  the 
automatic  ticket  machines  were  subsequently  declined  by  the  credit  card 
company,  or  when  the  charges  were  not  transmitted  by  Allright  for  approval,  as 
for  example  when  Allright  lost  transaction  information  due  to  a computer 
malfunction  in  December  2002. 
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In  summary,  for  the  three  months  that  we  tested  receipts  from  the 
expansion  parking  lot  at  Pier  27/29,  Allright  underreported  $7,959 
in  gross  receipts  and  underpaid  its  percentage  rent  by  66  percent  of 
that  amount,  or  $5,253.  Since  the  lease  provides  for  late  charges  of 
1 .5  percent  per  month  for  payments  more  than  30  days  late, 

Allright  also  owes  the  Port  an  additional  $1,723  through  June  30, 
2004. 

Because  of  all  the  errors  we  identified,  we  cannot  give  any 
assurance  that  Allright  reported  correctly  its  gross  receipts  for  the 
other  months  we  did  not  test  or  for  the  remaining  two  expansion 
lots  we  did  not  test.  Although  we  do  not  have  a statistical  basis  to 
estimate  the  amount  underpaid  by  Allright,  we  can  extrapolate  our 
findings  to  project  that  Allright  could  potentially  have 
underreported  its  gross  receipts  by  $126, 7353  and  would 
consequently  have  underpaid  its  rent  by  $83,645  during  the  period 
under  review. 

In  addition  to  the  errors  in  reporting  gross  revenues  listed  in  Table 
1,  we  found  that  Allright  incorrectly  included  overages  and 
excluded  shortages  in  the  gross  receipts  reported  to  the  Port  for  the 
expansion  parking  lot  at  Pier  27/29.  According  to  Allright’s 
accounting  manager,  this  practice  was  followed  for  all  expansion 
lots.  However,  the  lease  does  not  allow  the  inclusion  of  overages 
or  the  exclusion  of  shortages  from  gross  receipts  for  the  purposes 
of  calculating  Allright’s  percentage  rent.  We  determined  that  a net 
amount  of  shortages  was  excluded  from  gross  receipts  during  the 
audit  period.  Although  this  amount  was  immaterial  for  inclusion  in 
underreported  gross  receipts,  it  is  important  that  Allright 
discontinue  this  procedure. 


THE  PORT  IMPROPERLY  ISSUED 
SOME  RENT  CREDITS  TO  ALLRIGHT 

Port  real  estate  staff  improperly  issued  $129,450  in  rent  credits  to 
Allright  to  compensate  it  for  incurring  additional  expenses  related 
to  the  primary  parking  lot  and  the  expansion  parking  lots. 
However,  the  lease  contains  no  provision  for  issuing  rent  credits, 
and  we  could  not  find  in  the  Port  Commission  agendas,  from 
March  1999  through  November  2003,  that  the  Commission 


3 For  the  three  months  we  tested,  Allright  underreported  its  gross  receipts  by  five 
percent.  We  applied  this  error  rate  to  the  $2,534,692  in  total  gross  receipts 
reported  by  Allright  for  the  three  expansion  parking  lots.  The  primary  lot  was 
not  included  in  this  calculation  since  Allright  paid  a base  rent  only  for  that  lot 
and  was  not  required  to  pay  rent  based  on  the  level  of  its  gross  receipts. 
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authorized  granting  any  rent  credits  to  Allright.  The  Port  acted 
improperly  by  not  obtaining  Port  Commission  approval  to  issue  the 
rent  credits  or  to  modify  the  lease  to  provide  for  the  rent  credits. 
Table  2 below  shows  the  rent  credits  issued,  as  well  as  Allright’s 
reported  gross  receipts  and  rent  paid  to  the  Port. 


TABLE  2 

Allright  Cal.,  Inc. 

Gross  Receipts  Reported  and  Rent  Paid 
January  1,  2000,  Through  December  31,  2002 


Year 

Reported 
Gross  Receipts 

(Note  1) 

Rent  Paid 

(Net  of  Credits 
Issued) 

Credits 

Issued 

(Note  2) 

Primary  Lot-Seawall  Lots  321,  323,  and  324 

January  1 , 2000,  through  December  31 , 2000 

N/A 

$779,539 

$55,360 

January  1 , 2001 , through  December  31 , 

2001 

N/A 

872,209 

0 

January  1 , 2002,  through  December  31 , 

2002 

N/A 

897.804 

0 

Sub-total 

N/A 

2,549,552 

55,360 

Pier  A Lot 

January  1 , 2000,  through  December  31 , 

2000 

$164,116 

91,428 

16,890 

January  1 , 2001 , through  December  31 , 

2001 

144,706 

61,173 

34,334 

January  1 , 2002,  through  December  31 , 

2002 

104.085 

55,788 

12,908 

Sub-total 

412,907 

208,389 

64,132 

Pier  27/29  Lot 

January  1 , 2000,  through  December  31 , 

2000 

607,614 

398,750 

2,276 

January  1 , 2001 , through  December  31 , 

2001 

613,088 

404,638 

0 

January  1,  2002,  through  December  31, 

2002 

546,499 

360.689 

0 

Sub-total 

1,767,201 

1,164,077 

2,276 

Pier  3 Lot  (Note  3) 

January  1, 2000,  through  December  31, 

2000 

354.584 

232.594 

7.682 

Sub-total 

354,584 

232,594 

7,682 

Total 

$2,534,692 

$4,154,612 

$129,450 

Note:  1 . Allright  was  not  required  to  report  gross  receipts  for  the  primary  lot.  The  lease 

required  only  a specified  monthly  base  rent. 

2.  Credits  issued  were  predominately  comprised  of  credits  issued  for 
improvements/alterations,  payroll  expenses,  and  Port  employee  parking. 

3.  Pier  3 was  operated  only  for  2000  during  our  audit  period. 
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The  Port  Improperly  Issued  Rent 
Credits  for  Improvements  and  Alterations 

Of  the  total  rent  credits  issued,  the  Port  issued  rent  credits  of 
$68,160  to  reimburse  Allright  for  alterations  and  improvements  it 
made  to  the  expansion  parking  lots.  For  example.  Port  records 
show  that  some  credits  were  associated  with  a tenant  improvement 
allowance,  agreed  to  between  Allright  and  a Port  property 
manager,  for  striping  and  repainting  parking  stalls,  and  that  other 
rent  credits  were  issued  for  the  installation  of  electrical  fixtures  and 
lighting.  When  the  Port  exercised  its  options  requiring  Allright  to 
operate  the  expansion  lots,  the  notification  letters,  signed  by 
Allright  and  the  Port,  provided  that  all  lease  terms  and  conditions 
were  to  remain  unchanged  and  in  full  force  and  effect,  and 
specified  that  the  intent  of  the  parties  was  that  no  Port  funds  were 
to  be  expended  in  the  operation  or  improvement  of  the  lot.  In 
issuing  these  credits,  the  Port  failed  to  comply  with  relevant 
provisions  in  Allright’s  lease  that  specifically  state  that  it  is 
Allright’s  sole  responsibility  to  bear  the  cost  of  any  improvements, 
alterations,  or  repairs. 

In  addition,  in  reviewing  the  expenses  for  which  Allright  received 
rent  credits,  we  found  that  Allright  submitted  duplicate  invoices  for 
expenses  totaling  $1,589.  The  Port  incorrectly  credited  Allright  for 
the  duplicate  expenses,  and  Allright  therefore  owes  additional  rent 
of  $1,589,  and  corresponding  late  charges  of  $1,096  through  June 
30,  2004. 


The  Port  Improperly  Issued  Rent 
Credits  for  Allright’s  Payroll  Expenses 

The  Port  reimbursed  Allright  for  half  of  its  payroll  expenses  for 
operating  the  expansion  parking  lot  at  Pier  Yz,  from  May  1,  2000, 
through  April  5,  2002,  by  issuing  $46,687  in  rent  credits.  Under 
the  terms  of  the  lease,  Allright  retained  34  percent  of  gross  receipts 
to  compensate  it  for  operating  all  the  expansion  parking  lots. 
However,  the  Port  issued  the  rent  credits  to  compensate  Allright 
for  the  additional  expenses  it  incurred  for  increasing  weekday 
staffing  due  to  the  opening  of  the  Ferry  Building,  which  is  adjacent 
to  Pier  Yz.  According  to  the  credit  memo  documenting  the  first 
issuance  of  these  credits,  the  credits  were  issued  as  a result  of  a 
verbal  agreement  between  a Port  property  manager  and  Allright. 
The  Port  failed  to  obtain  the  Port  Commission’s  approval  to  issue 
these  rent  credits  or  to  amend  the  lease  to  authorize  the  rent  credits. 
In  addition,  the  Port  acted  imprudently  in  not  formally 
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documenting  the  specific  types  and  amount  of  expenses  that  were 
reimbursable  under  the  agreement. 

Not  only  did  the  Port  improperly  issue  rent  credits  for  additional 
staffing  expenses  and  fail  to  adequately  document  the  agreement,  it 
subsequently  did  not  review  the  expenses  to  ensure  that  it  was 
crediting  Allright  only  for  expenses  related  to  increased  staffing 
costs.  The  Port  also  did  not  require  Allright  to  submit  sufficient 
supporting  documents  for  the  Port  to  be  adequately  assured  that  it 
was  only  paying  for  the  agreed-upon  type  and  level  of  payroll 
expenses. 

Allright  submitted  payroll  reports  to  the  Port  for  each  of  its  bi- 
weekly pay  periods  to  support  the  expenses  claimed  for  the  period 
from  May  2000  through  April  2002,  as  required  by  the  Port.  The 
reports  showed  the  number  and  type  of  hours  that  Allright 
attributed  to  its  employees  at  the  Pier  lA  lot,  one-half  of  which  were 
charged  to  the  Port.  The  Port  paid  Allright  for  one-half  of  the 
payroll  expenses  Allright  submitted.  However,  in  reviewing  these 
reports,  even  though  there  was  no  other  supporting  documentation 
to  support  the  expenses,  we  still  identified  instances  in  which 
Allright  incorrectly  billed  the  Port  for  some  expenses.  For 
example,  although  the  rent  credits  were  intended  to  compensate 
Allright  for  an  increase  in  staffing  on  weekdays,  Allright  charged 
the  Port  one-half  of  all  of  Allright’s  staffing  expenses  for  the 
period,  and  not  just  for  the  increase  in  staffing. 

Allright  may  also  have  inappropriately  included  higher  priced  staff 
in  its  staffing  charges  to  the  Port  because  Allright  added  higher 
priced  staff  to  its  charges  after  it  had  been  able  to  staff  the  lot  for 
more  than  one  year  with  lower  paid  staff.  From  May  2000,  the 
beginning  of  the  period  in  which  the  Port  agreed  to  pay  for 
increased  staffing,  through  February  2001,  the  highest  hourly  rate 
reported  by  Allright  for  employees  at  the  expansion  parking  lot 
was  $10.50  per  hour.  However,  from  March  2001  through  April  5, 
2002,  when  the  Port  issued  the  last  of  these  credits,  Allright 
charged  the  Port  for  9 employees  with  hourly  rates  ranging  from 
$11.00  to  $40.87. 

Allright  may  also  have  inappropriately  included  overtime, 
vacation,  sick  and  “other”  time  charges  when  charging  the  Port  for 
reimbursement  of  its  increased  staffing  costs.  For  example,  for  the 
period  from  May  2000,  through  March  2002,  Allright  reported  its 
staff  earned  and  used  648  overtime  hours,  129  vacation  hours,  40 
sick  hours,  and  217  “other”  hours  at  the  Pier  Vi  expansion  parking 
lot.  Allright  charged  the  Port  for  one-half  of  the  cost  of  these 
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hours,  and  the  Port  credited  Allright  for  these  costs.  Since  the 
agreement  was  to  compensate  Allright  for  the  increase  in  weekday 
costs  to  staff  the  lot,  then  it  appears  reasonable  that  Allright  should 
have  charged  the  Port  only  for  its  increased  direct  staffing  costs. 
Furthermore,  we  noted  that  Allright  claimed  overtime,  sick  and 
“other”  payroll  expenses  for  some  employees  who  had  worked  no, 
or  few,  regular  hours  at  the  lot  during  other  pay  periods  during  the 
two  year  period  when  the  Port  issued  credits  to  Allright. 


The  Port  Improperly  Issued  Rent 
Credits  for  Port  Staffs  Parking  Costs 

The  Port  gave  Allright  a total  of  $14,483  in  rent  credits  for  three 
reserved  parking  spaces  in  one  expansion  parking  lot  for  use  by 
two  Port  employees  and  one  Port  commissioner  during  the  period 
from  March  2001  through  April  5,  2002.  In  addition  to  giving 
these  rent  credits  without  obtaining  the  approval  of  the  Port 
Commission  or  amending  the  terms  of  its  lease  with  Allright,  the 
Port  also  overpaid  Allright  for  the  use  of  the  three  parking  spaces. 
The  Port  compensated  Allright  for  the  use  of  the  three  reserved 
parking  spaces  by  issuing  monthly  credits  of  $300  for  one  of  the 
spaces  and  $400  for  each  of  the  other  two  spaces,  for  a total  of 
$1,100  each  month,  which  Allright  deducted  from  its  monthly 
rental  payments.  According  to  Allright’s  accounting  manager,  the 
parking  charges  paid  by  the  Port  represented  full  market  value  for 
the  spaces.  However,  Allright  did  not  include  the  amounts  in  the 
gross  receipts  reported  to  the  Port.  Since  Allright  paid  rent  of  66 
percent  of  its  gross  receipts  to  the  Port,  and  did  not  include  the 
parking  payments  from  the  Port  as  part  of  Allright’s  gross  receipts, 
the  $1,100  in  monthly  rent  credits  applied  is  equivalent  to  the  Port 
directly  paying  Allright  monthly  parking  fees  of  $2,083  each 
month,  almost  twice  the  market  rate  of  $1,100. 


ALLRIGHT  DID  NOT  FULLY  COMPLY 
WITH  LEASE  AND  OTHER  REQUIREMENTS 

Allright  has  not  complied  with  a number  of  lease  requirements  as 
well  as  city  code  requirements.  We  found  that  the  revenue  control 
equipment  used  by  Allright  did  not  always  function  in  accordance 
with  lease  requirements,  and  that  the  equipment  did  not  meet 
specifications  in  the  San  Francisco  Police  Code.  In  addition, 
Allright  failed  to  properly  retain  its  records  as  required  by  the 
lease,  and  did  not  fully  pay  its  parking  taxes  as  required  by  city 
code  requirements.  Finally,  Allright  did  not  always  record  and 
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report  revenues  on  a daily  basis  during  the  audit  period,  as  sound 
business  practice  would  dictate. 


Allright’s  Revenue  Control 
Equipment  Does  Not  Comply  With  the 
Police  Code  and  Lease  Requirements 

Allright  uses  revenue  control  equipment  that  does  not  fully  comply 
with  lease  requirements,  and  which  does  not  meet  specifications  in 
Article  49  of  the  San  Francisco  Police  Code  (Police  Code).  The 
Police  Code  requires  that  operators  of  parking  lots  in  San 
Francisco  use  revenue  control  equipment  that  performs  a number 
of  specific  functions.  These  requirements  became  effective  July  9, 
2001.  According  to  Allright  staff,  prior  to  Allright’s  introduction 
of  the  equipment  into  its  lots,  Allright  lot  attendants  collected  all 
parking  revenues.  Allright  staff  also  said  that  once  the  equipment 
was  installed,  patrons  paid  their  daily  transient  parking  fees 
directly  into  the  equipment  except  for  five  days  each  month  when 
Allright  staffed  the  lots  with  its  parking  attendants  to  issue  monthly 
parking  permits  and  collect  payments  for  the  permits. 

Allright  did  not  install  the  required  equipment  until  approximately 
November  2001,  which  was  four  months  after  the  installation  date 
as  required  by  the  Police  Code.  In  addition,  although  Allright  used 
the  required  equipment  starting  in  November  2001,  for  the  two 
sample  months  we  tested,  June  and  December  2002,  when  the 
equipment  was  in  place,  we  found  instances  of  the  equipment  not 
complying  with  requirements  of  both  the  Police  Code  and  the 
lease. 

We  reviewed  records  of  the  beginning  and  ending  transaction 
numbers  for  each  day  in  June  and  December  2002,  and  found  a 
total  of  three  instances  when  the  equipment  recorded  transaction 
numbers  that  were  not  sequential.  We  were  unable  to  determine  if 
Allright  underreported  any  receipts  because  of  the  volatility  of  the 
non-sequential  numbers.  For  example,  the  last  transaction  on  one 
day  was  numbered  14,485,  but  the  first  transaction  recorded  the 
next  day  was  3,812,  with  that  next  day  having  an  ending 
transaction  number  of  105.  Allright’s  operations  manager  could 
not  explain  the  erratic  nature  of  these  transaction  numbers  except 
to  state  that  it  was  due  to  malfunctions  of  the  machines  at  the  lot. 
This  explanation  could  not  be  verified  because  Allright  does  not 
file  incident  reports,  or  maintain  other  records,  documenting 
instances  of  malfunctioning  equipment.  Further,  Allright  did  not 
notify  the  Department  of  Consumer  Assurance  of  the  malfunctions. 
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This  was  in  violation  of  the  Police  Code,  which  requires  operators 
to  use  equipment  that  maintains  a nonvolatile  record  of  receipts, 
and  to  report  to  the  Department  of  Consumer  Assurance,  within  24 
hours,  when  any  equipment  is  not  functioning  or  has  been  altered 
or  modified.  The  lease  requires  Allright  to  comply  with  all  laws  in 
effect  at  the  time  the  lease  was  executed  or  which  are  in  effect  at 
any  time  during  the  term  of  the  lease. 

Allright  was  also  in  violation  of  the  Police  Code  because,  as  stated 
by  Allright  staff,  it  did  not  use  the  equipment  to  collect  monthly 
parking  fees  in  any  of  the  lots.  Allright  attendants  collected  the 
monthly  parking  fees  and  Allright  accounting  staff  entered  the 
amounts  manually  into  Allright’s  accounting  system.  This  is  in 
violation  of  the  Police  Code,  which  requires  all  revenues  to  be 
processed  through  the  equipment.  Not  only  is  this  procedure 
required  under  the  Police  Code,  but  it  is  also  an  important  control 
for  the  Port  itself  to  require,  since  it  helps  ensure  that  no  receipts 
are  excluded  from  amounts  reported  to  the  Port. 

The  San  Francisco  Department  of  Consumer  Assurance  (Consumer 
Assurance),  which  is  responsible  for  enforcing  portions  of  the 
parking  revenue  control  requirements  in  the  Police  Code,  has 
issued  a number  of  violation  notices  to  Allright  for  using 
equipment  that  is  not  compliant  with  the  requirements  in  the  Police 
Code  at  the  expansion  parking  lot  at  Pier  27/29  and  the  primary 
parking  lot.  Although  Consumer  Assurance  has  not  issued  written 
violations  for  the  Pier  Vi  lot4,  it  is  clear  that  the  equipment  at  this 
lot  is  also  not  in  compliance  with  requirements  in  the  Police  Code, 
since  Allright  uses  the  same  equipment  at  this  lot  as  it  uses  at  the 
primary  lot  and  Pier  27/29.  Consumer  Assurance  also  notified 
Lexis  Systems,  Inc.,  which  manufacturers  the  equipment  used  by 
Allright,  of  the  equipment’s  failure  to  meet  requirements  of  the 
Police  Code  and  of  its  failure  to  perform  according  to 
specifications  detailed  in  Lexis  documents  and  statements. 


Allright  Did  Not  Fully  Comply  With 
Record  Retention  Requirements 

Allright  did  not  retain  all  its  records  for  a four-year  period  as 
required  under  its  lease  with  the  Port.  When  we  asked  Allright  to 
provide  records  and  documents  for  the  three  sample  months  we 
tested,  August  2001,  June  2002,  and  December  2002,  Allright 
could  not  provide  us  with  primary  transaction  documentation  such 

4 Pier  3 was  operated  only  prior  to  January  2001,  which  was  before  the  Police 
Code  requirements  became  effective. 
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as  ticket  stubs  for  August  2001  and  the  detailed  daily  transaction 
reports  we  requested  for  December  2002.  Allright  was  also  unable 
to  provide  any  documentation  of  the  parking  violations,  for 
example,  for  the  nonpayment  of  parking  fees,  it  issued  in  the 
sample  months,  or  of  the  subsequent  violation  payments  it  received 
either  directly  or  from  its  credit  collection  agency  for  the  Pier 
27/29  lot.  As  a result,  we  could  not  verify  all  the  revenues  recorded 
in  Allright’s  summary  reports  and,  therefore,  could  not  be 
reasonably  assured  that  Allright  correctly  reported  all  gross 
receipts  to  the  Port. 


Allright  Did  Not  Pay  Parking  Taxes 
For  the  Parking  Spaces  Paid  by  the  Port 

The  Port  compensated  Allright  for  the  use  of  three  reserved 
parking  spaces  by  issuing  monthly  credits  of  $1,100,  which 
Allright  deducted  from  its  rent  payments.  Allright  did  not  post  the 
amounts  credited  for  Port  employee  parking  in  its  accounting 
system,  and  did  not  include  the  credited  amounts  in  its  quarterly 
parking  returns  to  the  San  Francisco  Office  of  the  Treasurer  & Tax 
Collector.  The  San  Francisco  Business  and  Tax  Regulations  Code 
(Business  Tax  Code),  Section  602.5,  requires  parking  operators  to 
collect  a tax  of  25  percent  on  all  parking  receipts  including  cash, 
credits,  and  property  or  services  of  any  kind  or  nature.  The  Port 
issued  a total  of  $14,483  in  rent  credits  for  reserved  parking  spaces 
for  the  period  from  March  2001  through  April  5,  2002.  Therefore, 
if  the  rent  credits  issued  for  the  parking  spaces  do  not  include 
amounts  for  parking  tax,  Allright  owes  the  Office  of  the  Treasurer 
& Tax  Collector  25  percent  of  the  total  amount,  or  an  additional 
$3,621  in  parking  taxes. 


Allright  Did  Not  Always  Record  and 
Report  Revenues  on  a Daily  Basis 

Allright  did  not  always  record  and  report  revenues  on  a daily  basis 
during  the  audit  period,  as  sound  business  practice  would  dictate. 
Although  customers  pay  for  their  parking  through  an  automatic 
ticket  machine,  daily  closeouts  and  reporting  of  revenues  should  be 
required  as  a basic  revenue  control.  We  discussed  this  issue  with 
Allright’s  operations  manager,  who  stated  that  Allright  would 
perform  daily  closeouts  and  reporting  of  revenues  starting 
November  8,  2003. 
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SUMMARY 


As  a result  of  incorrectly  paying  percentage  rent  on  the  primary 
parking  lot,  Allright  overpaid  its  rent  to  the  Port  by  a total  of 
$19,854  for  the  three  years  we  reviewed.  In  paying  rent  for  the 
expansion  parking  lots,  our  tests  of  the  revenues  from  one  of  the 
lots  for  three  months  revealed  that  Allright  underreported  gross 
receipts  to  the  Port  and  underpaid  its  rent  by  $5,253,  with  an 
associated  $ 1 ,723  in  late  charges  owed  to  the  Port,  for  a total  of 
$6,976.  Because  of  all  the  errors  we  identified,  we  cannot  give  any 
assurance  that  Allright  reported  correctly  its  gross  receipts  for  the 
other  months  we  did  not  test  or  for  the  remaining  two  expansion 
lots  we  did  not  test.  Although  we  do  not  have  a statistical  basis  to 
estimate  the  amount  underpaid  by  Allright,  we  can  extrapolate  our 
findings  to  project  that  Allright  could  potentially  have 
underreported  its  gross  receipts  by  $126,735  and  would 
consequently  have  underpaid  its  rent  by  $83,645  during  the  period 
under  review. 

It  is  clear  from  the  errors  Allright  made  in  reporting  gross  receipts, 
in  not  complying  with  lease  terms  such  as  record  retention,  and  in 
not  complying  with  San  Francisco  Police  and  Business  Tax  Codes, 
that  Allright  has  not  provided  the  level  of  professional 
management  expected  in  managing  the  parking  lots. 

Furthermore,  Port  real  estate  management  did  not  adequately 
oversee  the  lease  with  Allright.  It  failed  to  ensure  that  Allright  paid 
the  correct  base  rent  amounts  and  improperly  issued  rent  credits  of 
$129,450  to  Allright.  The  Port  was  imprudent  in  making  a verbal 
agreement  to  pay  some  of  Allright’s  payroll  expenses  for  one 
parking  lot,  without  specifying  exactly  the  type  and  level  of 
acceptable  expenses  to  be  credited. 


RECOMMENDATIONS 

To  ensure  that  the  Port  receives  all  the  rent  it  is  due  from  Allright 
Cal,  Inc.,  and  that  the  Port  properly  manages  its  lease  with 
Allright,  the  Port  should  take  the  following  actions: 

• Review  Allright’s  records  to  determine  whether  Allright 
excluded  amounts  from  reported  gross  receipts  for  those  lots 
and  months  we  did  not  test.  This  review  should  include  the 
expansion  parking  lots  at  Pier  Vz  and  Pier  3 during  the  audit 
period,  January  1,  2000,  through  December  31,  2002,  and  the 
expansion  parking  lot  at  Pier  27/29  lot  for  the  months  of  the 
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audit  period  not  tested.  The  Port  should  also  test  months 
subsequent  to  the  audit  period  if  the  Port  determines  that 
Allright  underreported  gross  receipts.  If  the  Port  finds  that 
Allright  owes  additional  amounts  of  underpaid  rent,  then  the 
Port  should  bill  and  collect  all  such  amounts,  as  well  as  all 
penalties  and  late  charges  required  by  the  lease.  Until  this 
review  is  completed,  and  pending  resolution  of  all  findings 
resulting  from  the  audit,  the  Port  should  withhold  the  net 
$12,878  owed  to  Allright  as  identified  by  our  audit. 

• Ensure  that  the  Port  property  manager  responsible  for 
managing  the  lease  periodically  reviews  the  monthly  payments 
made  by  Allright  to  determine  that  it  is  properly  paying  rent 
according  to  lease  terms. 

« Formally  require  Allright  to  exclude  overages  and  to  include 
shortages  in  all  gross  receipts  it  reports  to  the  Port  as  required. 

• Work  with  the  Office  of  the  City  Attorney  to  review  the 
$129,450  in  rent  credits  and  assess  the  feasibility  of  recovering 
from  Allright  the  $129,450  in  rent  credits  improperly  issued 
during  the  audit  period. 

• Bill  and  collect  $1,589  from  Allright  in  additional  rent,  and 
$1,096  in  late  charges  calculated  through  June  2004,  owed  as  a 
result  of  Allright  submitting  duplicate  invoices  of  $1,589  for 
improvements  and  alterations  rent  credits.  The  Port  should 
calculate  any  additional  late  fees  due  when  it  bills  Allright. 

• Require  Allright  to  use  revenue  control  equipment  that  is  in 
compliance  with  Article  49  of  the  San  Francisco  Police  Code. 
The  Port  should  also  require  Allright  to  properly  document  any 
instances  when  equipment  is  not  fimctioning  or  has  been 
altered  or  modified,  through  the  use  of  incident  logs  or  other 
appropriate  records. 

• Instruct  Allright  to  retain  all  records  for  four  years.  In 
particular,  the  Port  should  instruct  Allright  that  it  should 
generate  and  retain  detailed  daily  transaction  reports  and 
summary  daily  revenue  reports  showing  all  collected  revenues, 
from  the  revenue  control  equipment  used  at  each  lot. 
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• Instruct  Allright  to  pay  the  Office  of  the  Treasurer  & Tax 
Collector  $3,621  in  additional  parking  taxes  for  the  parking 
spaces  paid  for  by  the  Port.  The  Port  should  remind  Allright  of 
its  obligations,  under  the  San  Francisco  Business  and  Tax 
Regulations  Code,  to  report  and  pay  parking  tax  on  all  parking 
receipts  including  those  receipts  paid  in  cash  or  credits. 

• Formally  require  Allright  to  close  out  and  account  for  its 
receipts  daily. 

We  conducted  this  review  according  to  the  standards  established 
by  the  Institute  of  Internal  Auditors.  We  limited  our  review  to 
those  areas  specified  in  the  audit  scope  section  of  this  report. 


Staff:  Robert  Tarsia,  Audit  Manager 
Kathy  Buckley 
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PORT  OF  SAN  FRANCISCO 
RESPONSE  TO  THE  AUDIT 


"PORT- 


July  21, 2004 

Mr.  Noriaki  Hirasuna 
Director 

Office  of  the  Controller 
City  Hall,  Room  316 
1 Dr.  Carlton  B.  GdOdlett  Place 
San  Francisco,  CA  94102-4694 

Re:  Audit  Number  03001 

Allright  Gal,  Inc. 

Dear  Mr.  Hirasuna: 

The  Port  is  in  receipt  of  the  above  referenced  letter  and  appreciates  the  efforts  of  your  department. 

The  Port  thanks  the  City  Auditor  for  its  observations  relative  to  its  lease  With  Allright  Cal,  Inc.  and  has 
initiated  a program  of  addressing  the  issues  set  forth  in  the  audit  directly  with  Allright  Cal,  Inc,  with  the 
goal  of  securing  full  compliance  with  all  of  the  terms  and  conditions  of  its  lease. 

The  Port  appreciates  and  will  implement  as  appropriate  the  recommendations  set  forth  in  the  audit. 
However,  the  Port  is  not  in  full  agreement  that  Allright  Cal,  Inc.  was  improperly  issued  a total  of 
$129,450  in  rent  credits.  The  Port  will  review  the  issued  rent  credits  and  will  seek  recovery  with 
appropriate  service  charges  for  those  credits  issued  for  duplicate  billings,  inappropriate  labor  charges,  or 
other  unsupportable  rent  credits. 

Regarding  those  matters  with  which  the  Port  is  not  in  agreement  with  the  findings  and  recommendations 
of  the  audit,  please  review  the  attached  Port  response  to  the  indicated  audit  findings. 

Ifyouhave  any  questions  or  if  we  can  be  of  further  assistance  in  this  matter,  please  feel  to  contact  me  at 


Director  of  Real  Estate 

cc:  Tina  Olson,  Director  of  Administrative  Services 

John  Woo,  Accounting  Manager 
Mark  Lozovoy,  Assistant  Deputy  Director  Real  Estate 
Ph  il  Williamson,  Senior  Property  Manager 
Denise  Martinez,  Principal  Administrative  Analyst 

Attachment 

GAConttoller's  Audit  Findngs\Aliright  Cal,  Inc.  July  2004.doc 


415/274-0501. 
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Allright  Central  Parking  Audit 
Responses 

ALLRIGHT  MADE  NUMEROUS  ERRORS  IN  REPORTING  GROSS  RECEIPTS 
AND  PAYING  ITS  RENT. 

© * 

Based  on  the  fi  ndings  of  the  audit,  the  Port  will  credi  t the  Allright  Cal,  Ine. 
account  a sum  equal  to  the  amount  of  overpayment. 


ALLRIGHT  OVERPAID  RENT  FOR  THE  PRIMARY  PARKING  LOT  BECAUSE  IT 
DID  NOT  PAY  ACCORDING  TO  THE  LEASE  TERMS 

The  Port  will  review  with  Allright  Cal,  Inc.  to  ensure  that  Allright  Cal,  Inc. 
accurately  interprets  the  rental  provisions  of  the  lease,  particularly  those  related  to 
Base  Rent  and,  where  applicable,  Percentage  Rent. 


ALLRIGHT  MADE  ERRORS  IN  REPORTING  GROSS  RECEIPTS  AND 

UNDERPAID  ITS  RENT  FOR  THE  PIER  27/29  EXPANSION  PARKING  LOT.  (2) 

The  Port  will  request  that  Allright  Cat,  Inc.  analyze  and  restate  its  July  1, 2001 
through  June  30, 2004  to  include  all  monies  received  including  credit  card  sales. 


THE  POR  T IMPR  OPERL  Y ISSUED  SOME  RENT  CREDITS  TO  ALLRIGHT. 

THE  PORT  IMPROPERLY  ISSUED  RENT  CREDITS  FOR  IMPROVEMENTS  AND 
ALTERATIONS. 

The  lease  with  Allright  Cal,  Inc.  provides  that  the  Port  may,  by  written  notice, 
provide  for  the  expansion  of  parking  services  for  other  lots  that,  from  time  to 
time,  become  available.  Many  of  these  parking  opportunities  involve  lots  not 
previously  dedicated  to  public  parking  or  lots  whose  leases have  expired,  but  due 
to  financial  or  other  constraints  the  previous  operators  do  not  wish  to  continue 
operating  the  lots  on  a rnonth-to-month  basis  following  the  natural  termination  of 
the  former  lease.  In  many  instances,  these  lots  are  on  locations  the  subject  of  a 
Port  Commission  Approved  Exclusive  Right  to  Negotiate  whereby  the  proposed 
developer  of  a new  Port  project  performs  its  pre-development  due  diligence  and 
during  the  term  of  which  negotiates  its  lease  with  the  Port.  Following  the 
expiration  of  the  ERN  term,  it  is  anticipated  that  the  Port  and  the  developer  will 
enter  into  a long-term  development  agreement/lease  affecting  the  lot.  Because  the 
terms  of  the  Port’s  ERN’s  are  Often  extended.  Port  Real  Estate  staff  cannot  offer  a 


*The  Controller’s  Audits  Division’s  comments  on  the  Port’s  response  to  the  audit  begin  on  page 
23. 
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sufficient  guaranteed  term  to  warrant  proceeding  with  a competitive  bid  process 
for  the  affected  lot(s).  It  Was  precisely  for  this  reason  that  the  Port  sought  Board 
of  Supervisor  approval  of  the  interim  expansion  provisions  of  the  Allright  Cal, 

Inc.  Lease.  These  expansion  provisions  have  permitted  the  Port  to  maintain 
parking  generated  revenues  from  the  two  parking  lots  now  leased  to  the  Ferry 
Building  Investors  while  the  Ferry  Building  was  undergoing  renovation. 

Similarly,  the  Port  has  provided  for  revenues  from  interim  parking  at  Pier  27,  a 
part  of  the  future  planned  historic  rehabilitation  and  redevelopment  of  Piers  27, 29 
and  31.  Following  San  Francisco  Parking  Company’s  surrender  of  its  parking 
lease  at  Seawall  Lot  322-1  (Broadway  and  Drumm  Street),  the  Port  utilized  the 
interim  expansion  provisions  of  the  Allright  Cal,  Inc.  lease  to  maintain  parking 
revenues  from  that  lot  while  the  opportunity  to  operate  the  lot  was  put  out  to 
competitive  bid. 

Because  some  of  these  lots  are  very  small  and/or  require  labor  costs  for  valet  and 
parking  service?  Hot  consistent  with  the  operation  of  most  self-serve  parking  lots, 
the  Port  staff  agreed  with  Allright  to  offset  from  the  percentage  rents  otherwise 
due,  labor  and  management  fees  deemed  by  the  Port  and  Allright  to  maximize 
parking  revenues  and  to  Credit  the  cost  of  tenant  improvements  which,  due  to  the 
anticipated  short-term  of  the  operation,  could  not  be  fully  amortized  out  of  the 
tenant’s  net  revenue. 

The  Port’s  interpretation  of  the  lease  anticipates  that  Allright  would  be 
responsible  for;  the  cost  of  all  Tenant  and  other  improvements  on  the  lot  affected 
by  the  original  lease.  However,  the  Port  did  not  and  does  not  now,  interpret  those 
provisions  to  apply  to  die  costs  associated  with  the  smaller  and  shorter-term 
interim  lots.  Without  these  concessions,  the  Port  would  have  lost  the  revenue 
generated  by  these  interim  lot  operations;  a sum  in  the  millions  of  dollars. 

Because  the  Port  is  unable  to  guarantee  a term  of  a length  of  time  required  to 
notice,  bid  and  award  a public  offering,  the  Port  would  stand  to  lose  these  short- 
term opportunities. 

Regarding  the  credits  for  duplicate  tenant  improvement  invoices,  the  Port  will  bill 
Allright  for  the  value  of  these  misapplied  credits  plus  any  applicable  service 
charges. 

THE  POR  T IMPROPERLY  ISSUED  RENT  CREDITS  FOR  ALLRIGHT’S 

PAYROLL  EXPENSES. 

Again,  the  small  and/or  short-term  nature  of  the  parking  operations  at  the  interim 
lots  often  demand  labor  and  management  fees  far  out  of  proportion  to  the 
revenues  collected.  Smaller  lots  require  stacked  parking  by  operator  personnel  to 
maximize  parking  counts,  while  not  commanding  higher  hourly,  daily  or  monthly 
rates  charged  at  comparable  self-park  facilities.  In  order  to  maximize  revenue 
opportunities  at  the  interim  lots.  Allright  needed  to  incur  labor  and  management 
fees  disproportionate  to  their  revenue  receipts.  The  Port  agreed  to  credit  one-half 


of  these  labor  and  management  fees.  The  Port  feels  that  . its  interpretation  of  the 
lease  allows  for  sueh  flexibility  as  it  applies  to  the  interim  lot  operations. 

In  response  to  the  audits’  findings  regarding  Allright’s  labor  and  management 
fees,  the  Port  believes  that  the  level  of  higher  paid  management  over  a number  of 
smaller  interim  lot  locations  was  both  necessary  and  reasonable  given  the 
responsiveness  of  Allright  when  issues  of  operations  arose.  However,  the  Port 
will  request  that  Allright  resubmit  its  labor  costs  to  exclude  “sick”,  “vacation”  and 
“other”  hours. 


THE  PORT  IMPROPERLY  ISSUED  RENT  CREDITS  FOR  PORT  STAFF’S 
PARKING  COSTS. 

Port  Staff  will  seek  Port  Commission  approval  to  rescind  the  rent  credits, 
compensate,  directly  to  Allright  the  cost  of  Port  parking  at  Pier  ¥z  and  request  that 
Allright  forward  to  the  City  the  appropriate  parking  taxes  and  to  the  Port  is  share 
of  such  receipts. 


ALLRIGHTS  REVENUE  CONTROL  EQUIPMENT  DOES  NOT  COMPLY  WITH 
THE  POLICE  CODE  AND  LEASE  REQUIREMENTS. 

If  Allright  is  unable  or  unwilling  to  comply  with  the  requirements  to  the 
satisfaction  of  the  Department  of  Quality  Assurance,  the  Port  will  proceed  with  a 
notice  of  default  to  Allright. 
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CONTROLLER’S  FINANCIAL  AUDITS  DIVISION  COMMENTS  ON  THE 
RESPONSE  FROM  THE  PORT 


To  provide  clarity  and  perspective,  we  are  commenting  on  the 
response  to  our  audit  report  from  the  Port  of  San  Francisco. 
Although  the  Port’s  response  addresses  many  of  the  findings  and 
recommendations  discussed  in  the  audit  report,  it  fails  to  address, 
or  inadequately  addresses,  critical  aspects  of  some  findings.  This 
document  addresses  only  the  most  important  deficiencies  in  the 
Port’s  response. 

The  following  numbered  responses  correspond  to  the  numbers  we 
have  placed  in  the  Port’s  response. 

© The  Port’s  response  did  not  indicate  that  it  would  withhold  the  net 
amount  owed  to  Allright  for  overpaying  its  rent  for  the  primary 
and  expansion  parking  lots.  The  Port  should  withhold  the  net 
$12,878  owed  to  Allright  pending  resolution  of  all  findings 
resulting  from  the  audit,  as  recommended  in  the  audit  report.  This 
resolution,  in  fact,  cannot  be  complete  without  the  restatement  of 
reporting  that  the  Port  states  it  will  require  of  Allright  as  a result  of 
the  audit. 

(2)  The  Port’s  response  states  that  the  Port  will  request  that  Allright 
analyze  and  restate  its  July  1,  2001,  through  June  30,  2004  gross 
receipts  to  include  all  monies  received  including  credit  card  sales. 
However,  the  Port  should  require  and  review  this  analysis  and 
restatement  for  all  months  of  the  audit  period  not  tested  during  the 
audit,  as  well  as  susequent  months,  as  recommended  in  the  audit 
report.  The  Port  should  include  the  expansion  parking  lots  at  Pier 
Vi  and  Pier  3,  also  as  recommended  in  the  audit  report. 

(D  The  Port’s  response  details  its  stated  business  reasons  for  some  of 
the  credits,  but  fails  to  address  the  central  issue  of  its  failure  to  get 
Port  Commission  approval  to  issue  the  rent  credits  or  to  modify  the 
lease  to  provide  for  the  rent  credits. 

® We  disagree  with  the  Port’s  position  that  tenant  improvement  costs 
do  not  apply  to  the  smaller  and  shorter-term  iterim  lots.  The 
notification  letters  for  Allright  to  operate  the  expansion  lots 
specifically  stated  that  all  lease  terms  and  conditions  were  to 
remain  unchanged  and  in  full  force  and  effect,  and  specifically 
stated  that  the  intent  of  the  parties  was  that  no  Port  funds  were  to 
be  expended  in  the  operation  or  improvement  of  the  expansion 
lots.  It  should  also  be  noted  that  the  Port’s  response  itself  makes 
note  of  the  fact  that  the  interim  expansion  provisions  were  an 
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integral  part  of  the  lease.  It  is  unclear  why  the  Port  believes  that  it 
can  choose  to  apply  lease  provisions  to  some  lots  covered  by  the 
lease,  but  not  to  others,  in  the  absence  of  lease  clauses  or 
amendments  that  provide  for  this  treatment. 
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cc:  Mayor 
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